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EXECUTIVE SUMMARY 
INTRODUCTION 

The Audit Division (AD) of the City Controller’s Office has completed a performance audit of the 

following special revenue funds operated by the Houston Public Works Department (HPW); Building 

Inspection, Dedicated Drainage and Street Renewal Fund (DDSRF) and Developer’s Drainage Impact 

Fee.  The purpose of the audit was to review the processes used to establish and operate special 

revenue funds and to evaluate the established fund’s compliance with the applicable policies, 

procedures, and regulatory guidance, and include a review and analysis of expenditures. 

Following the engagement of a third-party consultant to perform an audit of the Rebuild Houston 

Program, which includes the DDSRF and Developer’s Drainage Impact Fee special revenue funds, 

the audit scope and objective for these funds was consequently limited to the review of processes 

used to establish the funds.   

These audits were included as part of AD’s review of the City-wide Special Revenue Funds as outlined 

in the Fiscal Year 2018 Annual Audit Plan.   

BACKGROUND 

The City has identified 77 Special Revenue funds which are classified as budgeted or non-budgeted 

however, not all these funds are active.  These funds are aggregated and reported in the 

Comprehensive Annual Financial Report as Nonmajor Governmental Funds, in the Basic Financial 

Statements.  Grant funds are not considered Special Revenue funds and are not included as part of 

the 77 identified funds.  

The creation and recording of revenue into a Special Revenue fund is dependent upon approval by 

the City Council, however the process begins when the initiating department completes a Funds 

Management Master Maintenance Request form including supporting documentation and submits it 

to the Finance Department for review and approval.  The submitted application is also reviewed by the 

Financial Reporting Section of the Controller’s Office, after which the approved application is 

forwarded to the SAP/ERP team at Houston Information Technology Service (HITS) for set-up in SAP.   

We performed a risk assessment process on each of the 77 funds to determine funds to be selected 

for our audit.  The details of the risk assessment procedures performed are presented below under 

the section “Risk Assessment and Basis of Selection”.  

SPECIAL REVENUE FUNDS DEFINED 

The use and operation of Special Revenue Funds is governed by the Governmental Accounting 

Standards Board (GASB) Statement No. 54 (GASB 54).  Per GASB 54 Section 30, “Special revenue 

funds are used to account for and report the proceeds of specific revenue sources that are restricted 

or committed to expenditure for specified purposes other than debt service or capital projects”.  “The 
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phrase “proceeds of specific revenue sources” establishes that one or more specific restricted or 

committed revenues should be the foundation for a special revenue fund.”  The Statement further 

states, “Special revenue funds should not be used to account for resources held in trust for individuals, 

private organizations, or other governments.”  

Per GASB 54, the conditions upon which resources shall be classified as special revenue is based 

primarily upon whether they are restricted or committed.  Restricted resources are funds that have 

been provided by creditors (bond sales), grantors, or donors or fund sources allowed through enabling 

legislation.  As a result, restricted funds refer to resources that can be spent towards the specific 

purpose stipulated by constitution, external resource providers, or through enabling legislation.  

Committed funds are resources that can be used for the purposes determined by a formal action of 

the government’s highest level of decision-making authority. 

RISK ASSESSMENT AND THE BASIS OF SELECTION 

To determine the special revenue funds to be selected for our audit, we performed a risk assessment 

of all the City’s 77 special revenue funds.  The criteria used in the risk assessment are as detailed 

below: 

(a) Major funds determination: Any fund whose revenues constituted 10% or more of the 

aggregated total revenues of all special revenue funds was considered a major fund and as a 

result was considered high risk; 

(b) A 10% Plus or Minus Change in Revenue: A 10% positive or negative change in revenue over 

that of the prior year was considered as high risk; 

(c) Closed Accounts: Special revenue accounts closed during the period under audit were 

considered high risk; 

(d) New accounts opened: New special revenue fund accounts opened during the period were 

considered high risk; 

(e)  Recent audit and audit adjustments: Where the funds have been subjected to recent audits 

either by the internal auditors, external auditors and/or monitoring agencies and there were 

audit adjustments arising from the audit engagement, the fund(s) were considered high risk; 

(f) Special designation: A fund was considered a high risk if it was designated or established 

through special provisions of the law, council decision or Mayor’s directive. 

Based upon the application of the risk assessment criteria, eight (8) special revenue funds across four 

(4) City departments were selected as shown in Table 1: 
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TABLE 1: FUNDS SELECTED 

S/N Department Fund(s) Selected 
Account 

Number 

1 Administration 

and 

Regulatory 

Affairs (ARA) 

(a) Parking 

Management  

(b) Ann Young 

BARC 

8700 

 

2426 

2 Finance (FIN) (a) Houston 

Foundation 

(b) Regional 

Participation 

2412 

 

2425 

3 Planning and 

Development 

Department 

(PD) 

(a) Planning and 

Development 

Fund 

2802 

 

4 Houston 

Public Works 

Department 

(HPW) 

(a) Building 

Inspection 

(b) Dedicated 

Drainage and 

Street 

Renewal 

(c) Developers 

Drainage 

Impact Fee 

2301 

 

2310 

 

2344 

 

We reviewed the funds’ compliance with relevant accounting standards and local regulations for all 

three funds, but we did not test operational compliance for either the Dedicated Drainage and Street 

Renewal Fund, No. 2310 or the Developers Drainage Impact Fee, No. 2344.  Those funds were 
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included in an audit of the Rebuild Houston Program which was performed by an independent third-

party consultant.1 

 

DESCRIPTION OF SELECTED FUNDS MANAGED BY HPW 

 

BUILDING INSPECTION SPECIAL REVENUE FUND (NO. 2301) 

The Building Inspection Special Revenue Fund was created under Ordinance No. 88-1631 (the 

“Ordinance”) passed and adopted on June 15, 1988 to account and budget for building inspection 

services.  The Ordinance was preceded by a Request for Council Action (RCA) dated May 26, 1988 

which stated that the purpose for a special revenue relating to building inspection services was to 

ensure that costs and revenues associated with this activity are properly reflected thereby removing 

the use of General Fund in subsidizing the operations. 

DEDICATED DRAINAGE AND STREET RENEWAL (DDSRF), NO. 2310 

The Dedicated Drainage and Street Renewal Fund was created under Ordinance No. 2010-879 

following an election held on November 2, 2010 which approved the proposition to amend the City 

Charter to provide for the creation of a dedicated funding source to enhance, improve and renew the 

City’s drainage systems and streets excluding debt service payments.  DDSRF was established, 

applied and funded as follows: 

(a) A dedicated, pay-as-you-go source of funding for the City’s drainage and streets 

(b) To ensure the continued availability of DDSRF as a pay-as-you-go source for capital cost of 

future drainage and street needs of which no more than 25% of each annual appropriation to 

the Fund may be used for maintenance and operations expenses, except where third party 

contracts, grants or payment provide otherwise. 

Beginning from fiscal year 2012 funding for the DDSRF consisted was as follows: 

(a) All proceeds of developer impact fees, commencing in fiscal year 2012 and continuing 

thereafter 

(b) All proceeds of the drainage charges commencing in 2012 and continuing thereafter 

(c) An amount equivalent to proceeds from $0.118 of the City’s ad valorem tax levy minus an 

amount equal to debt service for drainage and streets for any outstanding bonds or notes 

- Issued prior to December 31, 2011, and 

                                                 
1 See Report No. 2019-09 Houston Public Works Department (HPW) Rebuild Houston Performance Audit 
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